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MICHIGAN DEPARTMENT OF TREASURY

Michigan Income Tax
Withholding Guide

P.A. 281 of 1967 (as amended)

Decrease in Withholding Rate to 4.2%

Due to legislation, the withholding rate decreased from 4.3% to 4.2% in
Year 2000. This booklet contains Income Tax Withholding Tables for Year
2000 and 2001.

NOTE TO EMPLOYERS: Do not recalculate withholding previously
submitted.

The personal exemption amount of $2,900 remains the same for calendar
year 2000 and 2001.

This Booklet Contains:

« Instructions for withholding Michigan income tax at the lower rate from compensation paid
to an employee. See page 2.

e Formulafor computing withholding directly. See page 3.
« Tables for determining withholding. See page 6.

« Michigan employers may file the Employee's Michigan Withholding Exemption
Certificate (M1-W4) with the New Hire Operations Center as a means of meeting their
obligation to report their newly hired employees. See detailson theinside cover. The
MI-W4 is attached as the center page and may be used for New Hire Reporting.

For questions or information, contact:
Sales, Use and Withholding Taxes
Michigan Department of Treasury
Lansing, MI 48922

517-373-3190
Www.treasury.state.mi.us

There areno changesto
the Income Tax Withholding
Tablesfor 2001. Thetables
are effective 1-1-00 through
12-31-01.




IMPORTANT NEWS FOR 2000

Decrease in the Withholding Rate for 2000.
Recent legidlation has decr eased the withholding rate
from 4.3% to 4.2% effective immediately.

Note to Employers: Do not recalculate
withholding previoudy submitted.

The persona exemption allowance remains at $2,900
for the year 2000. Thetablesincluded in this book
reflect the new allowance. See page 3 for the
alowance per exemption and for the formulaif you are

using a software package.

Reporting Newly-Hired Employees. The Federal
Personal Responsibility and Work Opportunity Reconcilia-
tion Act of 1996 requires all employersto report newly-
hired employees. Y ou must report the employee's name,
address and Socia Security number, and the employer's
name, address and federal employer identification number.
Thisinformation must be reported within 20 days after the

employeeishired (i.e., the date the employee starts work).

To simplify New Hirereporting, you may report using
the Employee's Michigan Withholding Exemption

Certificate (M1-W4), magnetic tape, paper lists, computer
reports, or electronic transmission. Y ou are encouraged to
report electronically whenever possible. The New Hire
Operations Center will work (free of charge) with any
employer wishingto providedataelectronically. Multi-
state employers may choose to report al new hiresto only
one state, but they must report electronically and notify the
Department of Health and Human Services.

For moreinformation on New Hirereporting, call
1-800-524-9846 or visit the Michigan New Hire Reporting
Web site at www.minew-hires.com

If you choose to report on paper, send the reports to:

New Hire Operations Center
P.O. Box 85040
Lansing, MI 48908-5010

Y ou may also fax paper reportsto: 517-318-1659.

The MI-W4. The Employee's Michigan Withholding
Exemption Certificate (MI-W4) includes renaissance zone
residents. If you need forms for your employees, call
1-800-FORM-2-ME (367-6263). Y ou may also visit our
Web site at www.treasury.state.mi.us

GENERAL INSTRUCTIONS

PURPOSE

Thisguideprovidesinstructions,
general information and a summary
of the employer’ s responsibilities for
withholding Michigan income tax
from “compensation” (as later
defined) paid to employees.

WHO MUST WITHHOLD

Every employer in this state who is
required to withhold federal income
tax under the Internal Revenue Code
must withhold Michigan income tax.

REGISTRATION AND
ACCOUNT IDENTIFICATION

Every person or organization
becoming an employer must register
with the Michigan Department of
Treasury by completing a Michigan
Business Taxes Registration.

assigned.

employer.

TheMichiganemployer identifica:
tion number is usually the same as the
federal employer identification
number assigned by the Internal
Revenue Service.

employees.

If you have not been assigned a
federal number, Treasury will assigh a
number. Y ou must give usyour
federal number assoon asit is

Any changesin the federal
identification number must be
reported to Treasury immediately.
When acquiring a business do not use
the number assigned to the previous

WHO IS AN EMPLOYER

An employer isdefined in the Federal
Employer's Tax Guide, Circular E, as
any person or organization for whom
anindividua performsany service as
an employee. Thisincludesany
person or organi zation paying
compensation to former employees
after termination of their employment.

Nonprofit organizationsthat are
exempt from income tax, such as
charitable, religious and government
organizations, must withhold tax
from compensation paid to their

Employerslocated outside
Michigan that have employees who
work in Michigan must register with
Treasury and withhold Michigan
incometax from all employees
workinginMichigan. Thisappliesto
both Michigan residentsand
nonresidents. (See Reciprocal
Agreements, page 4.)

EmployerslocatedinMichigan
who assign Michigan resident
employeestowork temporarily in
another state must withhold Michigan
income tax from compensation paid to
employees for work done in another
state.

WHO IS AN EMPLOYEE

Anemployeeisanindividua who
performs services for an employer
who controls what will be done and
how it will be done. It does not matter
that the employer permitsthe
employee considerabl e discretion and
freedom of action, aslong asthe
employer has the legal right to control
both the method and the result of the
services.




For further clarification of theterm
"employee" seethe Federal
Employer’s Tax Guide, Circular E.

EMPLOYEE EXEMPTIONS
MI1-W4 Withholding
Exemption Certificate
Every employer must obtain an
MI-W4 Exemption Certificate from
each employee. The federal W-4
cannot be used in place of the
MI-W4.

The exemption amount is now
$2,900 per year times the number of
personal and dependency exemptions
allowed under the Internal Revenue
Code. An employee may not claim
more exemptions on the M1-W4 than
can be claimed on the employee's
federal income tax return.

Michigan has additional special
exemptions that are claimed on a
taxpayer’ s Michigan income tax
return, not on form MI-W4. The
exemptions on form MI-W4 are
limited to the number of federal
exemptions.

Completion of the MI1-W4 enables
employeesto claim exemption from
Michiganincometax withholding.
Employees may claim exemption from
withholdingonly if they do not
anticipate a Michigan income tax
liability for the current year because
their employment islessthan full time
and the personal and dependency
exemptions exceed their annual
compensation.

Any changes made to an MI-W4
invalidate the form. Any writing on
the certificate other than entries
required is considered a change.

If you receive aninvalid
certificate, do not consider it to
compute withholding. Y ou must
inform the employee who submitted
the certificate that it isinvalid and
require the employee to submit a
correct Withholding Exemption
Certificate. If the employee does not
comply, withhold fromtheemployee's
total compensation based on zero

4 Allowance )
Payroll Period per Exemption
WEEKIY ..ot $ 55.77
Bi-weekly (every 2 weeks) ......cccoeeeveirreeieneienes 111.54
Semi-monthly (twice/month) ...........cccccvnineiniennns 120.83
MONENTY .o 241.66
QUAIENTY . 725.00
Semi-annUallY .....ccooeeeeiieee e 1,450.00
ANNUAITY <o 2,900.00
S 0 - Y 7.94
Withholding Formula
Withholding = [Compensation - (Allowance per Exemption
X Number of Exemptions)] x 4.2%
Example: A worker earning $600/week with 3 exemptions would
havethefollowingwithholding:
[$600 - ($55.77 x 3)] x 4.2%
($600 - $167.31) x .042 = $18.17
- /

exemptions. If aprior valid certificate
isin effect, continueto withholdin
accordance with the prior valid
certificate.

SENDING CERTAIN

MI-W4 CERTIFICATES
Under Public Act 169 of 1982,
employers must submit to Treasury a
copy of any form MI-W4 received
from employeeswho:
e Claim 10 or more exemptions, or
» Claimexemptfromwithholding

tax.

Also submit MI-W4sfor
employees who change their with-
holding status to exempt.

Do not send copies of exemption
certificates filed by:

 Part-time or student employees
whose expected earnings will be
less than their exemption
allowance.

» Employeeswho claim exempt
because they live in areciprocal
state, or

» Employeeswho claim exempt for a
stated time (e.g., two pay periods).

Usetheofficia MI-W4 form only;
do not send copies of the federa

-3-

W-4. The form is due within 20 days
after the employeeishired (i.e., the
date the employee starts work).

Mail MI-W4s only to:

New Hire Operations Center
P.O. Box 85040
Lansing, M| 48908-5010

Submit only one MI-WA4 if the
employeeclaiming exemptionisa
new employee. However, if you
report your New Hireinformation
magnetically or electronically, also
send a paper copy of the MI-W4 for
these employees to the address above.

Do not attach MI-W4 formsto the
Sales, Use and Withholding Tax
return. Include copies of any written
statement or explanation from the
employee supporting the claim made
on the MI-W4.

COMPENSATION

Theterm "compensation,” asused in
this guide, coversall types of
employee compensation including
salaries, wages, vacation allowances,
bonuses and commissions (as defined
inthe Federal Employer’ s Tax Guide,
Circular E, Taxable Wages).




FRINGE BENEFITS
Reporting andwithholdingonfringe
benefitsfollow federal guidelinesas
provided in the Federal Employer’s
Tax Guide, Circular E. Examples of
fringebenefitsinclude 401(k) plans,
deferred compensation, profit sharing
and cafeteria benefit plans.

SUPPLEMENTAL

UNEMPLOYMENT BENEFITS
Any employer required to withhold
federal income tax from supplemental
unemployment compensation benefits
must also withhold Michigan income
tax. Michigan follows the federal
procedure regarding Employee
Withholding Exemption Certificates.

HOW MUCH TOWITHHOLD

Determine the amount of tax withheld
using a direct percentage computation
or the withholding tables in this book.

The withholding rate is 4.2 percent
of compensation after deducting the
personal and dependency exemption
allowance. If you prefer to compute a
direct percentage, refer to the formula
on page 3.

RECIPROCAL AGREEMENTS

Employerslocated in Michigan must
withhold Michiganincometax fromall
compensation paid to nonresident
employeesfor work donein Michigan,
unless covered by areciprocal
agreement.

Michigan has entered into
reciprocal agreements with the states
of lllinois, Indiana, Kentucky,
Minnesota, Ohio and Wisconsin. This
means that a Michigan employer will
not withhold Michiganincometax
from residents of these states who
work inMichigan. Employersin
Illinais, Indiana, K entucky, Minnesota,
OhioandWisconsinwill not withhold
their state income tax from Michigan
residents who work in their state.
However, such employers may
voluntarily register withtheMichigan

Department of Treasury to withhold
Michiganincometax from Michigan
residents who work in their states.

Certificate of Nonresidency

The Michigan Department of
Treasury does not furnish
nonresidency certificates. The
employer may develop aform or
obtain aletter from the employee.
Theform or letter should contain the
employee’sname, legal address,
Socia Security number and a
statement signed and dated by the
employeethat thisishisor her legal
address. The employer keeps the
form as authority not to withhold
Michiganincometax.

REPORTING AND PAYING
AMOUNTS WITHHELD

The Michigan Department of
Treasury mails personalized returns
with instructionsto all registered
taxpayers. The return is a combined
Sales, Use and Withholding Taxes
return. Do not use returns
personalized for another taxpayer to
file your tax.

Employers not liable for sales or
use tax should complete only the
withholding tax section on the return.

Follow the instructions enclosed
with the personalized returns for
when and where to file the return.

Taxpayers averaging more than
$40,000 a month in income tax
withholding will be advised of a
specia accelerated payment schedule.
They must make their payments using
electronic funds transfer (EFT).

If you need tax forms, please
contact Treasury at the address or
telephone number listed on the back
of this book.

STATEMENT OF WAGES &
TAXES WITHHELD (W-2)
Every employer must furnish to each
employee before January 31 of the
succeeding tax year an annual

statement (W-2) giving name,
address, Socia Security number,
gross earnings and Michigan income
tax withheld.

Employers may use one of the IRS
approved combined W-2 forms
availablecommercially.

ANNUAL RETURN

Y ou must reconcile your income tax
withheld every year. To do this, file
the combined Annual Return for
Sales, Use and Withholding Taxes.
Employers not liable for sales or use
tax should completethewithholding
tax section of the return. A copy of
the combined W-2 and a copy of the
third-party sick pay W-2 furnished to
each employee must accompany the
annual return. If tax was withheld,
include a 1099 form with the return.
(Do not attach W-2s or 1099s to the
annual return.) Do not submit a 1099
formif thereisno Michigan
withholding.

If an employee quitsor isfired
before the end of the calendar year
and is not expected to return to work
within the calendar year, a combined
W-2 must be given to the employee
no later than 30 days after the last
payment of compensation.

If after reasonable effort, you are
unable to deliver aW-2 to an
employee, follow theinstructionsin
the Federal Employer's Tax Guide,
Circular E.

W-2 REPORTING ON
MAGNETIC MEDIA

Employerswith 250 or more Michigan
employees are required to file MI-W2
information on magnetic media. For
current specificationsand instructions,
see your Sales, Use and
Withholding and Single Business
Taxes Instruction Booklet (form 78).
The October 1996 federal
specifications are REQUIRED for
reporting MI-W2information on
magnetic media.



If you need amagnetic media
transmittal or have any questions
about filing MI-W2 information on
magnetic media, call (517) 373-9935.

EMPLOYER
DISCONTINUANCE

If you go out of business or perma-

nently stop being an employer, you

must do all of thefollowing:

 Fileafina monthly or quarterly
return and pay all money due
within 15 days after you discon-
tinue business.

 Furnish acompleted combined
W-2, Wage and Tax Statement, to
each employee within 30 days
after the last payment of
compensation.

» Complete and file with the
Michigan Department of Treasury
the combined Annual Return for
Sales, Use and Withholding Taxes
(form 165, formerly C-3204). Also
file separately the State of
Michigan copy of the combined
W-2 as furnished to each employee
within 30 days after the last
payment of compensation.

SUCCESSOR LIABILITY
If you sell your business, your
successor must hold enough of the
purchase money to satisfy the amount
of sales, use or withholding tax that
may be due until you produce a
receipt for payment of the tax from
Treasury or acertificate stating that
no tax is due. If the successor fails to
withhold sufficient funds, he or she
may be held liable for any debts.

OFFICER LIABILITY

The corporate officers who have
control of filing returns and of
making payments are personally
liable for failure to file or for unpaid
taxes, penalty and interest under
Public Act 169 of 1982.

VOLUNTARY WITHHOLDING
ON PENSION, ANNUITY AND
THIRD PARTY PAYMENTS

Michigan permitsvoluntary income
tax withholding from certain pension,
annuity and third-party sick pay
payments if the payee requestsit on a
form provided by the payer.
(Treasury does not provide aform for
this.) The amount requested to be
withheld from the annuity payment
must be awhole dollar amount of at
least $5 per month, which does not
reduce the net amount of any annuity
payment received by the payee below
$10. The payments must be payable
over aperiod longer than one year.

A recipient may not request
withholding on payments that are not
subject to Michigan income tax. This
includes any retirement or pension
benefits received from apublic
retirement system created by the
State of Michigan or any of its
political subdivisions. It also includes
any retirement or pension benefits
received from Michigan public
schools or from the federal
government.

CORRECTING W-2 ERRORS

If you find an error in aW-2 after it
has been issued to the employee, do
not issue a corrected W-2 for less
withholding than was on the original
W-2. Thistype of correction must be
handled between the employer and
the employee or by the employee on
the Michigan Income Tax Return.

If the error was for more
withholding thanwasontheoriginal
W-2, issue a corrected W-2 and send
a copy to Treasury. The corrected
form should be clearly marked
"Corrected by Employer."

If awithholding error isdiscovered
in the same calendar year as the
error was made, adjust alater pay-
check and make the same adjustment
in the next payment due Treasury.

If anissued W-2 islost or
destroyed, give the employee a
substitute copy clearly marked
"Reissued by Employer."

RECORDS YOU MUST KEEP

Y ou must keep all records pertinent to
thistax availablefor inspection by
Treasury. The records are similar to
those necessary for federal income
withholding as shown in the Federal
Employer’ sTax Guide, Circular E.

Records must show the amounts
and dates of all compensation
payments subject to thistax. Include
employee name, address, Social
Security number, Employee's
Michigan Withholding Exemption
Certificate (MI-W4), occupation and
period of employment. Include
records that show periods an
employee was paid by the employer
while absent from work due to
sickness or personal injury. Show the
amount and weekly rate of such
payments. Keep duplicates of all
returnsfiled.

These records must be kept at |east
Six years after the date the tax to
which they relate becomes due or the
date the tax is paid, whichever islater.

PENALTIES

If you do not file areturn or pay
withheld taxes on time, you will be
assessed with statutory penalties and
interest.
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Michigan Department of Treasury
Lansing, Ml 48922

Treasury Field Offices

Treasury field offices do not prepare tax returns. If you have questions, please call the Lansing office.
Forms are available at all Treasury field offices. The offices are open 8 - 5 unless otherwise noted.

Main Office:
LANSING, 48922
Treasury Building
430 W. Allegan St.
517-373-3190

Deaf, hearing or speech impaired
persons call 517-373-9419 (TTY).

Other Offices:

DETROIT, 48226
State of Michigan Plaza Building

1200 6th St., 2nd Floor, North Tower

ESCANABA, 49829

State Office Building, Room 7
305 Ludington St.

(open 8 - 12 only)

FLINT, 48502

State Office Building, 7th Floor
125 E. Union St.

(closed 12 - 1)

GRAND RAPIDS, 49503
State Office Building, 3rd Floor
350 Ottawa St., NW

KALAMAZQOO, 49005-0286
535 S. Burdick St., Room 197
(closed 12 - 1)

SAGINAW, 48607

State Office Building, 4th Floor
411-1 E. Genesee St.

(open 8 - 12 only)

STERLING HEIGHTS, 48314
41300 Dequindre, Suite 200

TRAVERSE CITY, 49684
701 S. EImwood Ave., Box 14
(open 8 - 12 only)
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